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SUMMARY 


1974 was another good year for the Luxembourg economy 
with a real GNP growth rate of 4.4%. Starting in 
October, however, the economy entered a recession 
phase that should continue throughout 1975. Growth 

in real national product is expected to decline, 
largely because of the recessed state of the steel 
industry. Inflation should slow but will remain high 
by historic standards. 


Despite its small size, Luxembourg offers attractive 
trade opportunities in selected product lines. The 
growth of large shopping centers permits sales of 
quality consumer goods and food items, and continued 
large investments in the steel industry offer possibi- 
lities for US manufacturers of steel making equipment 
willing to challenge established suppliers. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The worldwide recession reached Luxembourg somewhat 
later than other industrial countries. As late as 
October 1974 the economy was operating at full 

capacity in most sectors. However, economic activity 
slowed suddenly during the last quarter of 1974 and 

by January industrial production had declined by 

nearly twenty percent from the October level. The 

near record performance during the first three quarters 
of 1974, however, resulted in a real GNP growth rate 

of 4.4 percent for the year, somewhat above the long- 
term growth trend for the economy (3.5%) but substantially 
less than the 7.5% attained in 1973. 


As the Embassy has emphasized in previous economic 
trend reports, the Luxembourg economy is a prisoner of 
cyclical trends in the steel industry. With 47% of 
industrial production accounted for by the steel 
sector and with nearly all steel production destined 
for foreign markets, both the nation's income and its 
balance of trade are greatly influenced by activity in 
world steel markets. Overall, 1974 was another banner 
year for the steel industry with an increase in the 
volume of production of 8.8% over 1973. Steel prices 
remained at record levels throughout most of the year 
so that the value of steel sales increased by nearly 
40% in 1974. This strong performance by the steel 
sector, which accounts for two-thirds of the country's 
exports, was largely responsible for the nation's 
surplus on trade account of almost 200 million dollars 
in 1974. Since October however, foreign demand has 
plummeted and steel production for the first three 
months of 1975 is down 19% from the same period in 
1974. Prices have also declined precipitously (by 
more than 40% for some steel products) and the 
industry is currently operating at 60% of capacity. 


Signs of economic slack appeared somewhat earlier in 
some of the "new industries", mainly US multinationals 
in the chemical and metal fabricating sectors, and 
total production in these industries showed almost 

no growth in 1974 (+0.5%). In previous years, these 
industries, which account for approximately 20% of 

the country's industrial production, had acted as 
growth leaders, but in 1974 it was only the continued 
strong performance in the steel sector that allowed 
the economy to register a gain in real GNP. 





Although total real investment grew by only one 
percent last year, private consumption continued to 
accelerate as the consequence of significant increases 
in real income. Real wages increased by 11.1% in 1974 
(compared to 9% in 1973) and income tax rates were 
adjusted downward to offset the increase in the rate 
of inflation. As a result, total real consumption 
increased by 7% (6% in 1973) and money expenditures 
for consumption climbed by 17.2% (12.5% in 1973). 


Inflation 


The near complete dependence of the Luxembourg economy 
on foreign markets (imports and exports each equal 

80% of GNP) influences the general price level in 
Luxembourg to approximate those in the country's major 
markets. The imposition of price controls and selected 
credit instruments has, in the past, kept price 
increases in Luxembourg slightly below those prevailing 
in other European countries. In 1974, however, prices 
in Luxembourg increased by 9.5%, still a good record 
when compared to most other industrialized nations, 

but substantially faster than in Germany, the country's 
major trading partner. Although Luxembourg inflation 
remains a reflection of European price trends, parti- 
cularly those in France and Germany, inflation in 1974 
was exacerbated by the rapid increase in real wages 

and the acceleration of domestic demand in an economy 
already producing at full capacity. Prices continued 

to accelerate even after production had reversed in 
October, and it was not until March 1975 that the 
monthly inflation rate began to slow. For the first 
three months of 1975, prices increased at an annual rate 
of over 11%. 


Employment 


In spite of the turnaround in economic activity, there 
remains virtually no vnemployment in Luxembourg. This 
stems, in part, from the cohesive nature of Luxembourg 
society and the willingness of iabor, management and 

the government to share the costs of reduced production 
through a cooperative effort. Reduced employment thus 
takes the form of partial unemployment whereby each 
employee works a partial week in the affected industries, 
with management and the government compensating the 
employee for a significant share of his lost income. 

The number of workers partially unemployed in this manner 
has climbed steadily in recent months and the Embassy 
estimates the total at about 15% of the industrial work 


force. 





Government Policy 


The government's economic policy has shifted rapidly 
from one of fighting inflation to one of avoiding 
unemployment. A cyclical committee composed of re- 
presentatives from labor, industry, and the government 
was established in 1974 to act as a watchdog for the 
economy and to coordinate all requests by industry 

for reduced work weeks. At the same time, credit 
restraints on consumer and mortgage loans have been 
eased, although price controls on petroleum and 
selected food items remain a restraint against a 
renewal of inflationary pressures. The government 

is considering the implementation of short-term public 
work projects and the acceleration of projects planned 
for 1976 and 1977 should the economic situation worsen 
and unemployment totals, which are now negligible, begin 
to climb. 


Outlook for 1975 is Negative Growth with a Slackening 


of Inflation 


The Embassy expects real gross national product to 
decrease by two percent in 1975, although this estimate 
may prove optimistic if international steel markets do 
not improve during the latter months of 1975 as the 
industry expects. At present, steel order books remain 
in a depressed state (down by 25% during the first 
quarter of 1975 compared to 1974) and there appears 
little possibility of any significant turnaround before 
1976. Economic activity in most sectors of the economy 
is expected to remain at current levels for the remainder 
of the year. 


On the positive side, the rate of inflation should 
aecline as inflation abates throughout Europe and as 
real wage increases in Luxembourg come more closely 

co approximate long-term gains in productivity. For 

the year, inflation should slow to 8 - 8.5% with monthly 


rates substantially lower by the end of the year. 

Barring a worsening of the recession in the steel sector, 
the economy should continue to avoid an increase in un- 
employment and by mid~1976 the chronic problem of 

finding qualified labor for continued expansion likely 
will be once again a major preoccupation of management. 





IMPLICATIONS FOR THE UNITED STATES 


In spite of its small size (a population of 357,000), 
Luxembourg offers an increasingly attractive market 
for selected US products. Changes in retailing methods 
with the recent establishment of large shopping malls 
near population centers offers opportunities for the 
sale of quality consumer goods and foodstuffs on a 
scale not possible in previous years. With a per- 
capita income among the highest in Europe and a 
consistent growth rate in real wages and consumption, 
the market offers possibilities for those exporters 
seeking to deal directly with Luxembourg firms rather 
than through third country intermediaries, as has been 
the predominant practice in the past. 


In 1973, imports for the US increased by 24% over the 
previous year, a significant increase but lower than 
the overall increase in imports (31%) so that the US 
share of the market declined slightly to 2.7%. Un- 
official Luxembourg statistics (official statistics 
are collected only for the Belgian-Luxembourg Economic 
Union) are not detailed sufficiently to indicate in 
which product lines imports for the US increased, but 
the increase is thought to reflect mainly a growth in 
inputs and intermediate products destined for the US 
affiliates based in Luxembourg. By broad categories, 
Luxembourg's major imports from the US in 1973 were 
plastic materials, machinery and appliances, textiles 
and transportation equipment. 


The Embassy has made a concerted effort during the 

past year to interest US exporters of steel making 
equipment in the excellent opportunities that exist 

in the steel sector. In order to remain competitive 
with steel companies better located geographically, 

the Luxembourg steel industry maintains a high invest- 
ment/sales ratio. Investment plans of the industry 
indicate that expenditures totaling hundreds of millions 
of dollars will be spent in the next few years for 
modernization of rolling mills, slurry pipe lines, 

new converters, and other projects. The Luxembourg 
market for steel making equipment, long dominated by 
European firms, thus represents a lucrative opportunity 
for the entrepreneur willing to make the effort to 
compete in an established market. The improved price 





competitiveness of US goods stemming from successive 
dollar devaluations coupled with an increased willing- 
ness by the industry to diversify its sources should 
aid in this effort. 


US Investment Opportunities Remain Limited 


Luxembourg continues to welcome US investment and to 
grant equal treatment to US companies. US direct 
investment in Luxembourg, at approximately $800 per 
inhabitant, is estimated to be the highest per capita 
investment by US companies in any country. A chronic 
shortage of qualified labor and soaring labor costs 
have diminished somewhat the attractiveness of 
Luxembourg as a potential location for new US direct 
investment. On the other hand, a strike-free economy, 
political stability, and the central location of 
Luxembourg in the European Communities continue to 
offer sufficient inducement for some firms to establish 
facilities here. The government's new investment 
incentive legislation (1973) still offers important 
tax, subsidy and infrastructure assistance for those 
companies qualifying, although the government has 
signaled its intention to be highly selective in the 
grant of these inducements. 


The Financial Center 


After several years of rapid growth, the Luxembourg 
financial center now appears to be entering a 
consolidation phase. The number of new banks opening 
for business slowed in 1974 and is expected to remain 
nearly stationary at around 80 banks during 1975. At 
the same time there is a slow but continued growth in 
ancillary financial institutions - brokers, leasing 
companies, insurance and so forth. It is noteworthy 
that Luxembourg emerged unscathed from the banking 
scandals that affected several European banks in 1974, 
and the financial place remains an attractive center 
for those financial intermediaries desiring to parti- 
cipate in the Eurocurrency and Eurobond markets. 
Luxembourg remains second only to London in the volume 
of Eurodollar transactions and is the most important 
center for dealings in EuroDM. In 1974, the volume of 
financial transactions continued to climb and the 
combined balances of the banks totalled FLux 1060 
billion (approximately $30 billion), an increase of 
27% over 1973. Although the Banking Commission has 





increased financial reporting requirements, conditions 
for the continued growth of the place appear good 

and Luxembourg should continue to flourish as a center 
for holding companies and Eurofinance. 





WE’VE GOT THE ANSWERS 
TO YOUR MARKETING 
QUESTIONS WORLDWIDE 


Commercial and economic information responsible for a country or group of 
on most trading partners of the United countries as listed below. Assistance 
States is available from the Bureau or information about marketing in 
of International Commerce, U.S. De- these countries may be obtained by 
partment of Commerce. dialing these key people directly: 
The Bureau is organized geographically (202) 967 plus the given extension 
with a Country Marketing Manager 


Area Extension Far East 


Australia and New 


Africa 
Zealand 3646 
Central Africa 3904 East Asia 5401 


East and South Africa a Japan 2427 
West Africa South Asia 3137 


Europe Southeast Asia 3875 
Canada and Benelux Latin America 


countries 3848 Brazil 5427 
France 4504 Mexico, Central 


Germany and Austria 4414 America, and 
Italy and Greece 3944 Panama 5020 
Nordic countries 4601 Argentina, Uruguay, 
Spain and Portugal 3957 and Paraguay 2428 
Switzerland, Yugo- Caribbean countries 

slavia and Turkey 2795 and remainder of 
United Kingdom 3713 South America 2995 


Special units within the Department of Commerce have been created to 
deal with particular marketing situations: 
Commerce Action Group for the Near East 
North Africa 


Near East 


Bahrain, lraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, 

Qatar, Saudi Arabia. Syria, United Arab 
Emirates, Yemen Arab Republic 


lran, Israel, Egypt 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 


U.S. DEPARTMENT OF COMMERCE e Domestic and International Business Administration 


U.S. GOVERNMENT PRINTING OFFICE: 1975=210-946/19 3-1 











